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MORTGAGE ACTIVITY SHOWS GOOD RECOVERY 


EAL estate mortgage activity during the month of September 1949 continued 

its strong recovery started in July. Although the national index has increased 

about 8% above its reading at the beginning of this year, it is still about 

8% below its peak reached in 1947, and the trend of mortgage activity remains 
slightly downward. 


The chart at the bottom of this page shows our index of the number of real es- 
tate mortgages placed each month from 1935 through September 1949. This index 
(blue line) is not adjusted for population change and is not the same as our real 
estate mortgage activity index referred to above. The activity index is made up 
of the number of mortgages adjusted for population change. 


This chart on the number and value of mortgages indicates that the average 


mortgage lender is making about 84% more loans than he did during the 1935-1939 

period, and that their dollar volume totals about 222% more than his loans in the 

earlier period. The dashed red line shows this total value of mortgages adjusted 
(cont. on page 475) 
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MORTGAGE ACTIVITY SHOWS GOOD RECOVERY 
(cont, from page 469) 
for changes in building material prices and its present level is 53% above the 1935- 
1939 level. 


Los Angeles, Dallas, Atlanta, Miami, Oklahoma City and Tulsa continue to show 
the highest mortgage activity, and since the first of the year the following cities 
have achieved the biggest increase: Dallas, 29% higher than at the beginning of the 
year; Oklahoma City, 27% higher; Detroit, 26%; Tulsa, 25%; and Seattle, 19%. 


It will be found upon investigating real estate activity and construction activity 
in these cities that they have pretty generally shown increases in these two fields 
also. 


In the other direction, Boston, Chicago and Brooklyn have the lowest real estate 
mortgage activity of any of the cities covered by our survey, and since the beginning 
of the year the following cities have shown the biggest drop: Jersey City, down 35% 
below the level at the beginning of the year; Buffalo, down 17%; Boston, down 16%; 
and Cambridge, down 13%. 


Since reaching their peaks, the following cities, mostly in the eastern section 
of the country, have recorded the biggest decline in mortgage activity: Cincinnati, 
-44%; Jersey City, -40%; Philadelphia, -32%; Boston and Buffalo, -31% each; and 
San Francisco, -30%. 


No doubt when September and October figures become available, it will be re- 
vealed that mortgage activity has increased, or at least moved sideways, during 
those two months. 


With the addition of $1.5 billion in new FHA insurance and an increased sec- 
ondary market for VA loans (another $1.0 billion authorized for FNMA), mortgage 
financing should certainly remain adequate until at least the middle of 1950. 


VA and FHA insurance is playing an even more dominant part in mortgage 
financing and we think these two agencies (particularly FHA) will continue to grow 
in importance as desirable conventional loans become more difficult to find. Ap- 
parently, the biggest stumbling block in home financing continues to be the accumu- 
lation of down payments. Wages are high and the monthly pay-offs can be carried, 


| but savings are much lower than they were after V-J Day. Mortgage lenders, in at- 
| tempting to convince their borrowers of the desirability of larger down payments, 





can, at times, point out that for every $1000 in a 20-year 5% loan the borrower 
will eventually pay back $1584. 


On page 476 is a chart showing the comparison between construction activity 
and mortgage activity. In 1947, almost one-fourth of savings and loan association 
mortgages were for new construction. 


On the charts on pages 470 through 474 the figures for Dallas, Yonkers and 
Syracuse are made up of new mortgages only. In the case of Syracuse, this is a 
revision we put into effect in our April 1949 study of mortgage activity. The in- 
formation on the Bronx is no longer available and we have replaced this chart with 
one of mortgagé activity in Memphis, Tennessee, 
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CONSTRUCTION BOOM KEEPS MORTGAGE ACTIVITY HIGH 


T is possible by following the two lines on the chart above to see how the pat- 
| ex of mortgage lending changes from one period to another. The blue line 

showing mortgage activity began to climb slowly following its low point in 1933. 
Residential construction activity (red line) also reached its low point in 1933 and 
began to recover ata fairly rapid rate. The two lines followed an upward trend 
until the middle of 1941 when the national defense efforts began to cut sharply into 
both activities. 





At the beginning of 1942 both of these indexes began to drop and residential con- 
| struction activity fell precipitously and uninterruptedly for over three years. 


Mortgage activity, on the other hand, recovered quickly. In early 1943 as the 
housing shortage intensified by rent controls (1942) became more acute, the pur- 
chase of single-family residences began to increase at a rapid rate. This activity 
in existing residential units naturally required large amounts of financing and mort- 
gage activity began its long climb. 


During the first thirty months of this increasing activity in mortgage lending, 
residential construction was declining, but in late 1945 it picked up quickly. The 
necessity for additional loans to finance the rapidly expanding construction activity 
sent mortgage lending to a postwar peak in 1946 and to a new peak in 1947. 


Since early 1948 the trend of mortgage activity has been down, although resi- 
dential construction has been operating on a high plateau. Recently, residential 
construction has shown even more vigor, and mortgage activity has responded 
to this new stimulus by moving upward nicely for the past several months. New 
residential construction has been an increasing source of mortgage activity. The 
latest available figures indicate that nearly one-third of new mortgages placed 
so far in 1949 have resulted from new building, 
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FORECLOSURE RATE MOVING UP 


HE present period in this real estatecycle is filledwith contradictory trends, 
7 Real estate activity, mortgage activity and residential construction are all 

moving up. After a few small decreases, construction costs are likewise 
moving up, and so is the foreclosure rate, 


The mistake so many of us make in studying the past in order to formulate 
some idea of future developments is to try to pinpoint our prognostications and to 
attempt an explanation of every wiggle in the trend lines we are studying. 


The study of real estate economics is no more exact on a day-to-day basis 
than is the study of the ripples in the tides, Science has for many years been able 
to forecast with great exactitude the ebb and flow of the tides, but no accuracy has 


been obtained in forecasting the beat of the waves - nor is it necessarily desirable 
to do so. 


Over the long pull the trend is for the foreclosure rate to rise when construc- 
tion costs drop. About two years ago the foreclosure rate began to rise, and re- 
cently there was a drop in construction costs and foreclosures moved up again, 
However, in the last two or three months, construction costs have risen again, but 
so has the foreclosure te, Actually what has been happening is that both of these 
indexes have been acting independently. Foreclosures traditionally rise when con- 
struction costs drop enough for a new house to cost less than is owed on the old 

(cont. on page 480) 
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PRICE LEVEL EXPECTED TO SETTLE SLOWLY 


HE chart on page 478 shows that since the latter part of 1945 the currency 

and coin in circulation has wavered between the enormous amounts of $28.9 

and $27.4 billion. The last reading on the chart is $27.4 billion in August 
1949, which is $0.7 billion less than the amount in circulation in August 1948, 


In studying the possibilities of more inflation it is well to keep in mind the two 
fundamental sources from which inflation springs. One of these is a supply of cur- 
rency and credit that increases more rapidly than does the supply of goods, and the 
other is the rate at which this supply of credit and currency turns over. Since 
the rate of turnover or velocity of money is still relatively low, we will consider 
the first source as the most probable cause of any increased inflatior 


Whether or not we move into another inflationary rise depends on the outcome 
of the race between production and the degree of deficit financing done by the gov- 
ernment, If the government is successful in spending money faster than it can col- 
lect it and the production of nondurable goods fails to increase proportionately, then 
we are in for additional inflation in the cost of living. 


At present, however, it looks as though industry, as a result of the tremendous 
expansion of its production facilities, will be able to keep pace with the rate of 
government spending that is now contemplated, 


If we could somehow have done away with deficit financing, we would now be in 
the midst of a declining price level, and this decline would have been engendered 
largely by rising production made possible by industry’s increased investments in 
plant and equipment. But since the government seems committed to its program 
of deficit financing, it now depends largely on the nation’s industry to keep us from 
another inflationary round, We believe that industry will be successful in its ef- 
forts and that the price level will either remain stable or will have a slight down- 
ward drift during the next few months. A year from now we expect the general 
price level to be slightly lower than it is at the present time. 


FORECLOSURE RATE MOVING UP 
(cont. from page 477) 
one. Except in rare and fleeting instances this has not occurred in the past ten 
or fifteen years, So the rise in the foreclosure rate is not attributable to this small 
drop we had recently in construction costs, 


The future of construction costs is obscure. We still believe that they will be 
down about 30 to 35% below the 1948 peak by 1955 to 1957, but the immediate out- 
look seems to offer little, if any, relief. To begin with, lumber prices have moved 
ominously upward for the past several months and the pension settlements reached 
in the steel industry will certainly do little to lessen the cost of their product. Then, 
too, the general strength of the construction market would seem sufficient to fore- 
stall any appreciable drop in these costs. 


We think that the foreclosure rate will continue to rise, but that it will not reach 
serious proportions until construction costs begin to show considerable shrinkage. 
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REAL ESTATE RECOVERY MOVES AHEAD 
T HE red line on the chart above has proved to be a very popular one with 


con 


many of our subscribers. We suppose that it is because it shows real estate 
activity at a higher level than is shown by the blue cycle on this same chart. 


The red line is made up from the same basic data that goes into the cycle chart, 
One difference between the two is that the red line is unadjusted for population 
increases, while in the cycle chart this adjustment has been made. 


In a country that grows as rapidly as ours has, virtually all basic data for busi- 
ness indexes show a continuing upward trend primarily as a result of our ever- 
expanding population. In order for these indexes to be at all meaningful, it must 
be possible to relate them to periods in the past; therefore, it is customary to ad- 
just them for these changes in population. Another common practice is to adjust 
sales index figures for changes in the purchasing power of the dollar. 


Actual real estate activity, unadjusted for population increases, is at present 
about 35% higher than the average level enjoyed during the boom of the twenties. 
At the peak of the present boom it was about 110% above the level of the twen- 
ties, but there are roughly 30 million more people in the country than there were 
during the twenties. Therefore, to gain a true picture of the magnificent proportions 
of the present boom and in order to relate it to the booms of the past it is necessary 
to adjust the data for population changes, It then takes its place in the real estate 
cycle as the greatest boom we have ever had, 
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